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KEY ECONOMIC INDICATORS: CANADA 


Values in million Canadian Exchange Rate: Floating 
dollars unless otherwise stated. rate since 5/30/70. Average 
rate 1970=US$.958; 1971= 
US$.990. 
INCOME, PRODUCTION, EMPLOYMENT 1970 1971 Ch e 
GNP at Current Prices 84,468 2291.86 + 9.1 
GNP in Constant (1961) Prices 63,210 6,644 + 5.4 
Per Capita GNP, Current Prices ($) 3,951 4 ,2k9 + 25 
Business Fixed Investment V/ 11,172 11,859 + 6.1 
Industrial Production Index (2993-009) 171. 183.0 + 6.5 
Average Weekly Industrial Wage ($) 127.51 140.94 +10.7 
Labor Income 47,043 51,712 + 9.9 
Employment (000) 1 7,879 8,077 + 2.5 
Unemployment Rate (%) 2/22/ 5.9 6.4 
MONEY AND PRICES!’ 
Currency & privately-held bank deposits 30,732 35,315 18,8 
Federal Govt Debt Outstanding 25,7 28,277 + 9, 
Total External Debt 12,501 N/A 
Bank of Canada Bank Rate 6.0 4.75 
Chartered Bank Prime Rate 7.5 6.0 
Indices 
Consumer Prices (1961 = 100) 129.8 136.3 + 5.0 
Wholesale Prices (1935-9 = 100) 292.0 306.5 + 5.0 
BALANCE OF PAYMENTS AND TRADE 
International Reserves (million US$) 4,679 5,570 +19.0 
Current Account Balance +1,060 +227 -79.6 
Interest and Dividend Payments 1,523 1,613 + 5.9 
Current Receipts 21,605 22,729 + e. 
Trade Balance 2,958 2,24 -24.1 
Total Exports 16,910 17,8 + 505 
U.S. Share 11,007 12,151 +10. 
Total Imports 13,952 152603 +11.8 
U.S. Share 9,917 10,9 +10.4 
Footnotes: 


1/-End of Period. 
2/-Seasonally Adjusted. 








L91_v8zss 
O2t 





ay 





yAOLINVN 





Z : 
TVHLS NOSAAH 





Auepunog yuysig -- 





Ki 
Asoyu2y 40 Sauinony _— 


han 2 le 2 . . gq 
So ES 


jeydes jeuonen @ ey < 
: se r ee on si = 
~ ; % 7 a % 


Qyvisi 


= VAVNVO 














SUMMARY 


As of March 1972, the Canadian economy was continuing 

and perhaps even accelerating its rapid growth of 1971. 
High consumer and government spending and high construction 
rates, notably for residential units, continued to provide 
the main impetus. Government fiscal and monetary policies 
continue to be expansionary, excessively so in the opinion 
of a growing body of observers. Continued high unemploy- 
ment, because of the fastest growing labor force in the 
world, and growing inflationary pressures are the big 
negative factors in the current economic picture. 


We look for consumer confidence and spending to remain 
high. Business confidence has revived since the turn of 
the year, as a result of a general marked uptrend in 
profits arid the Smithsonian Agreement of the Group of Ten 
last December; but there is always the possibility of a 
reversal in this trend owing to domestic and foreign 
developments. In what most people think will be an 
election year, however, we believe business confidence 
will be carefully nurtured. 


U.S. exporters should be able to participate at least 
proportionately in the expected rapid (10-13 percent) 
growth of Canadian imports this year. U.S. investors 
will, of course, be concerned over the still-awaited 
government policy on foreign ownership. It seems clear 

at this reading that the policy will not be discriminatory 
or retroactive. 


CURRENT ECONOMIC SITUATION AND TRENDS 5 


Canada entered 1972 with an enviable record of economic 
performance: at 5.4 percent real growth in 1971 outpaced 
every developed country except Japan; despite general 
sluggishness in world markets and an eight percent 
appreciation of the Canadian dollar, exports were at 
record levels and growing; substantial increases in 
reserves belied the rationale which justified foreign 
long-term financing during the past decade; and domestic 
demand was expanding at near boom proportions, while 
monetary and fiscal policies provided additional stimulus 
to both consumer and investor. Nevertheless, the new 
year saw very little improvement in the unemployment 
problem, which has dogged policy makers for years; and 
brought forward the threat of inflation, which most 
observers had assumed was under control. 


Unemployment Remains Worrisome 


At the end of February, seasonally adjusted unemployment 
stood at 5.8 percent of the labor force. The postwar 

baby boom has produced the world's most rapidly expanding 
labor force in an economy not fully oriented to labor- 
intensive industry. Unemployment has not yet been helped 
by the substantial increases in consumer demand which are 
being met, not by the hiring of additional workers or the 
expansion of capacity, but by improved productivity. 
Although productivity is obviously a long-term key to 
economic growth, and current levels of prosperity permit 
some degree of income redistribution, the government is 
pressed constantly to come up with short-term projects to 
create jobs. The Economic Council of Canada has concluded 
that no significant reduction in unemployment can take place 
until real growth exceeds six percent for an extended period. 
It appears likely, therefore, that a high rate of unemploy- 
ment will continue to coexist with Canadian prosperity until 
eliminated either by basic structural changes or even 
higher growth rates, 


Inflationary Pressures Have Become Worrisome 


Although price indices do not yet show a serious degree of 
inflation, the trend in recent months has been accelerating. 
The Bank of Canada cautioned in mid-March that unless there 
is a moderation of costs and price inflation, it might push 
for prices and incomes policies to control demand. Price 
levels presently are crucial. Sixty-eight percent of 
exports (13 percent of GNP) go to the U.S., and inflation 
would jeopardize Canada's position in its most valuable 
market. U.S. efforts in Phase II to restrain price and 








wage hikes have added urgency to solving the Canadian 
problen. 


The link between domestic and international effects of 

the monetary and fiscal policies used to foster the 
expansion of 1970-71 will complicate efforts to control 
inflation in 1972. Keeping the Canadian dollar rate at 

a level acceptable to exporters has required an interest 
rate structure that discourages foreign capital inflows. 
These rates, however, have led to a money supply expansion 
during the last three months of 1971 at an annual rate of 
20 percent -- beyond the capacity of the economy to absorb 
without price inflation. Although long-term interest rates 
appear to be rising, Bank Rate at 4.75 percent is still at 
its lowest point in years. 


Uncertainty Regarding Government Policies 


The effects of prices and unemployment can be seen 
statistically. Not so the uncertainty attending potential 
government policies, and they may prove of deeper significance. 
Government action is expected this year on a foreign owner- 
ship policy, a law to regulate competition, a labor standards 
code, and further tax laws affecting business. The 
possibilities of a federal election in the next few months 
have placed the timing of these measures in doubt. Taken 
together and over time, they could alter the character of 

the economy. Repeated delays in the launching or implementation 
of earlier such proposals reflect in part substantial 
opposition by business to radical departures from the 


status quo. 


A version of the Gray Report on foreign ownership policy 
which was leaked in November recommended prevention of 
foreign takeovers of major Canadian firms which were not 
deemed to be in the national interest by a screening board. 
Although government officials have repeatedly stated that 
the policy will not be discriminatory or retroactive, the 
bearish trend in business investment intentions that was 
reported several months ago appears traceable in some 
measure to uncertainty regarding the position of the 
foreign-controlled firm. 


Regulating foreign participation in the economy presupposes 
an industrial development plan. The government, in 
formulating its industrial strategy to meet this need, 

must opt for (a) concentration in capital-intensive 

resource (primary) industries and their virtually guaranteed 
export markets or (>) continued stress on the politically 
attractive job-creating manufacturing (secondary) sector. 


This obviously is not an either/or situation, but the lack 
of a clear indication of the basic direction the government 
intends to take in shaping future development of the economy 
has contributed to business uncertainty. Taken together, 
the proposed measures involving governmental intervention 

in industry may be nettlesome to some sectors, but they 
represent a basic commitment to rationalization of the 
economy which may be overdue. 


The danger signs of unemployment, inflation and potential 
drop of business ccnfidence do not, however, necessarily 
lead to a pessimistic outlook. The overwhelming trend is 
still bullish. Business profits in the last quarter of 

1971 were 25 percent above the previous year; and the 
general momentum of expansion which has been gaining speed 
for the past two years seems certain to propel the economy 
through 1972. Growth is forecast at about ten percent, 

six of it real. The main impetus will again come from 
consumer spending (up ten percent), government spending 

(up 15 percent), and a high residential building rate. 
Business confidence actually has revived, influenced by 

the profits uptrend and the mid-December agreements allaying 
the international currency crisis. In a government survey 
released March 29, capital investment plans for all sectors 
of the economy, as reported at the turn of the year, involved 
1972 outlays of $20.8 billion, up five percent over actual 
1971 outlays. Within this total the business sector's plans 
involved increases of four percent over 1971. The 
government's March 29 release noted that the investment plans 
for 1972 were made at a time of unusually high uncertainty 
for the business community. Some of this uncertainty was 
resolved with the December currency realignments and removal 
of the U.S. surcharge; but the effects on capital spending 
plans of these favorable developments were not reflected 

in the survey. Business investment spending should, 
accordingly, become progressively more expansive as the 

year goes by. Major wheat sales to the Soviet Union and 
China will aid Canada's trade balance, and their income 
effects will further stimulate domestic activity. Concern 
by both monetary and fiscal policy makers about costs should 
result in a tightening up which may contain prices and 
protect Canada's competitive position. Barring the 
unforeseen, the Canadian economy in 1972 should be even 

more buoyant than last year. 


IMPLICATIONS FOR THE U.S. 


Canada's exports to the U.S. in the last months of 1971 

rose sharply in spite of the August 15 measures affecting 
U.S. imports. Only a small fraction of funds appropriated 
for the Employment Support Act, which was passed to subsidize 
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export industry employment that planners thought would be 
lost through the operation of the surcharge, was disbursed. 
The currency realignments embodied in the Smithsonian 
Agreement permitted the Canadian dollar to continue 
floating “temporarily,” and thereby gave exporters a 
decided advantage in overseas markets and a competitive 
edge against third parties in the U.S. market. 


The central role played by a healthy U.S. economy in 
Canadian prosperity is unquestioned. The current impasse 
in bilateral trade negdiations with the United States has 
not yet materially affected the Canadian business scene. 
However, some business leaders have forecast a general 
erosion in confidence, particularly regarding continued 
access to the U.S. market on favorable terms, if a trade 
settlement is not worked out in the near future. 


le U.S. ort ortunities 


Presently expected growth in Canada's exports during 1972 
is 7 to 9 percent. Imports, reflecting mounting consumer 
and investment demands, are expected to grow even faster: 
by 10 to 13 percent. U.S. exporters should be able to 
participate at least proportionately in this increase, 
particularly with the price edge over the competition 
provided by the Smithsonian Agreement. The U.S. presently 
has 70 percent of the Canadian import market; about half 

of this -- and also about half of Canada's exports to 

the U.S. -- is intracompany trade. 


Major Capital And Public Works Projects 


The 1970s may see a shift in Canadian investment emphasis 
back to raw materials. Petroleum and gas, mining and 
smelting, and hydroelectric projects will offer great 
opportunities. Capital requirements in the energy sector alone 
are estimated at billion per year through 1975 and 

$7 billion per year after that to the end of the decade. 

The projected gas pipeline from the Arctic via the Mackenzie 
Valley to the U.S. border -- now estimated to cost nearly 

$5 billion -- could start by 1975. ‘This and other pipelines 
would spark heavy associated spending by oil, steel and 
construction firms. If the National Emergy Board approves, 
Interprovincial Pipelines plans to begin this year a 
48-inch pipeline looping system of its entire route from 
Edmonton, Alberta to Superior, Wisconsin. Dome Petroleum 
of Calgary, subject to approval by Canadian and U.S. 
authorities, plans to construct a 2000-mile liquid 
hydrocarbons pipeline from Alberta through Saskatchewan 

and then to Ohio. The Alberta Government has approved 
Syncrude's proposal to increase the size of its projected 





Athabasca Oil Sands plant, at a currently estimated cost 
of $360 to $430 million. 


The location and construction of the second large electrical 
complex on the Nelson River at Jenpeg, Manitoba has been 
announced. Tenders for construction of a multi-million 
dollar power station will be announced this summer. 

Tenders for turbines and generators have already gone out, 
with a May 12 deadline for bids. 


British Columbia's Hydro and Power Authority has allocated 
over $800 million for power projects over the next three 
or four years. U.S. suppliers of large electrical power 
equipment should be interested. 


Major public works projects in Quebec include the James Bay 
Development scheme, the Montreal subway extension, the new 
international airport at Montreal and sewage disposal 
facilities. 


Metropolitan Toronto's office and hotel building boom 
continues, and more huge projects are on the drawing boards, 
The $250 million Harbor Square project is expected to get 
under way soon. Construction on the $200 million Eaton 
Centre may begin by the end of 1972. Non-residential 
construction in all of Ontario is expected to increase to 

a total of $3.1 billion in 1972. 


Big projects in the Maritime provinces offering actual or 
potential sales opportunities to U.S. firms are extensive 
offshore oil exploration -- an ongoing activity -- Cape 
Breton coal mine renovation and Sydney Steel Corporation 
rebuilding. 


Machinery And Equipment 


Fifty-three percent of Canada's manufacturing is concentrated 
in Ontario, where investment in machinery and equipment is 
forecast at over $3 billion this year. Anti-pollution 
apparatus offers exceptionally good opportunities for 

U.S. exporters. (Until the end of 1973, Canadian firms 

may opt for an accelerated annual depreciation rate of 

50 percent on air and water pollution control equipment. ) 
Prospects are also very good in British Columbia for sales 

of such U.S. equipment. All of the larger forest products and 
some mining companies have budgeted large amounts for 
pollution control. 


Good sales opportunities exist in the ongoing residential 
and non-residential construction boom for U.S. suppliers 

of elevators, stoves, refrigerators, dishwashers, washing 
machines, carpeting -- in short the whole range of consumer 
durables for the home and of equipment and furnishings 
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for office buildings, hotels, hospitals and other 
institutions. 


We expect the market to increase further for business machines, 
particularly computers, calculators and communications 
equipment. 


Consumer Products 


Except in pockets of particularly high unemployment, the 
consumer's mood is buoyant and, buttressed by ample 
savings, lower income taxes, and readily available credit, 
will produce sales 10 percent over 1971. Among the 

fast moving items will be sporting goods, color TV sets, 
the other consumer durables cited above plus freezers 

and room air conditioners, clothing, and processed/packaged 
foods. 


Agricultural Trade 


Total U.S. agricultural exports to Canada (based on Canadian 
import figures) have increased steadily in the past decade. 
The value of principal exports during calendar 1971 was 
close to $620 million. Major export categories which 
increased during 1971 and are expected to continue strong 
during 1972 are fruits and vegetables, particularly fresh 
citrus, fruit juices, grapes, lettuce; fats and oils, 
including soybeans; other oilseeds and products; and cotton. 
Increased 1971 U.S. exports of fresh and frozen beef and 
livestock may hold during 1972, provided present price and 
supply relationships continue. 


Little or no increase in feed grains exports is foreseen 
for 1972 in view, i.a., of Canada's increased barley 
production. Similarly, high stock levels and unattractive 
prices for poultry and eggs will remain a deterrent to 
any increase in U.S. exports of these commodities to 
Canada during 1972. 


73 Country Series reports, 75¢ each ® 1,109 Commodity Series reports, 10¢ each 
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